Numerical Algorithm I solve the model using value function iteration. The main step nds the interest rate, the wage rate, and the corresponding invariant distribution over individual states such that the capital market and the labor market clear. The invariant distribution is stored as a long N = 1 million sample of triplets (ζ n , θ n , a n ). The p-th iteration of the algorithm proceeds as follows.
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1. Guess the prices r p , w p , and the invariant distribution {ζ n , θ n , a n } N n=1 p .
2. Given the guesses, solve the individuals' problem. The Bellman equation (2) is solved on a nite number of states. Particularly, the end-of-period assets ω and the net worth at the beginning of period a are discretized into grids. To evaluate the value functions on the points outside this grid, I use linear interpolation. The expectation of the value of entrepreneurship is approximated by a Monte-Carlo integral over a sample of business partners selected from the guessed invariant distribution. Once value functions converged, I recompute the saving decision rules on a ner grid of the end-of-period assets.
3. Obtain the updated invariant distribution over individual states {ζ n , θ n , a n } N n=1 p+1 by using the system's transition function to simulate a long N = 1 million time-series for an individual agent. First, plant-level TFP is obtained as a residual from log-linearized CobbDouglas production function
where y i,j,t is the logarithm of value added of plant i in industry j and year t, and k i,j,t and l i,j,t are the logarithms of inputs of capital services and labor. Parameters α j and β j are estimated separately for each four-digit NAICS industry. The estimation procedure follows Levinsohn and Petrin (2003) , using information on the use of intermediate inputs to control for the endogenous response of factor demands to changes in productivity. The measures of output and inputs are obtained directly from the ASM data. Value added is deated by the respective four-digit NAICS industry price indices. 3 The labor input is the total number of workers at the plant. Unfortunately, the Canadian ASM does not provide direct information on capital stocks or investments. To overcome this challenge, data on energy expenditures are used to proxy for capital utilization, as in Burnside et al. (1995) .
3 All price indices are obtained from the Statistics Canada CANSIM database.
Second, a relative TFP measure is constructed in order to meaningfully represent the TFP distribution across plants in dierent industries and years. The relative TFP (RT F P i,j,t ) of plant i in industry j and year t is dened as:
where T F P i,j,t is the estimated logarithm of the plant-level TFP from the rst step and T F P pred i,j,t is the adjusted linear prediction from the regression of T F P i,j,t on the indicator dummy that is equal to one if the plant belongs to a conglomerate, relative plant value added, plant age, and plant industry and year dummies.
The prediction is adjusted by setting the values of the diversication dummy and relative plant size (value added) to the sample averages of these variables.
RT F P i,j,t can be interpreted as the rank of the plant i, in terms of TFP, relative to the average TFP in its industry j in a given year t.
